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Abstract 
The article studies the innovative activity of small and medium-sized enterprises. The main obstacles to the 
innovative development of small and medium-sized enterprises were determined. The scenarios of corre-
spondence between potential of innovation and potential of the enterprise, as well as the methodology of 
determining the innovative potential of small and medium-sized enterprises are given. The paper describes 
the algorithm and financial and legal mechanism of the innovative development of small and medium-sized 
enterprises, which includes a set of goals, ideas, tasks, tools, principles and innovative development factors. 
Depending on the combination of the values of the factors of five-component indicator, six levels of innovative 
development of small and medium-sized enterprises are established in research. 
Keywords: innovations, innovative potential, innovative development, small and medium-sized enterprises, 
innovations assessment. 
JEL Classification: O30, O31, O32. 
Introduction 
Innovation is a key aspect of determining the level of country development as a whole, as well as each separate 
enterprise. Under conditions of modern global economy there is a need for innovative development not only 
among large companies but also enterprises of small and medium-sized business. However, small and me-
dium-sized enterprises tend to be less innovative than large companies. Innovative characteristics increase 
with the size of the company. 
Special innovative efforts on the promotion of the innovations, connected with the lack of resources, are 
needed for the development of small and medium-sized enterprises (SMEs). Small and medium businesses 
have the equipment of lower quality in comparison with large enterprises. On the other hand, the advantages 
of SMEs include the targeted use of existing resources, faster and less bureaucratic decision-making processes, 
they are more close to customers, they are more flexible than larger organizations because their internal struc-
tures are less integrated. Thus, these factors help SMEs to adapt to new market conditions more quickly. 
The research objective is to determine the innovative potential and justify the concept of financial and legal 
mechanism of the innovative development of small and medium-sized enterprises that is aimed at the enhanc-
ing competition in today’s market conditions. 
Literature review  
The innovative development of enterprises was studied by such foreign and domestic researchers as:  
О. Amosha, Yu. Bazhal, P. Zavlin, М. Lapin, S. Illyashenko, В. Stadnyk, R. Ernst-Siebert, S. Minder,  
S. Walther, U. Becker, P. Ulrich, J. Schumpeter and such researchers as І. Kondrashkina, А. Gusarov,  
P. Kuzmishyn, D. Isachenko study the innovative development of small and medium-sized enterprises in 
Ukraine and abroad.  
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Questions and problems of development of the individual tools and mechanisms of small and medium enterprises 
in developing countries, are considered in the papers of N. Arakelyan, A. Akhmetov, A. Gilmutdinova, M. 
Gurov, S. Demin, E. Egorova, M. Ivanova, A. Korchagin, A. Lipkes, I. Polonsky, S. Ulyanov,  
V. Shvedova.  
However, it should be noted the absence of use of the experience of small and medium enterprises in the 
developed countries for Ukrainian enterprises to increase their competitiveness. 
Methods used in the research 
For the preparation of the articles a major role played by the works of national and foreign scientists on the 
problems of innovative development of small and medium enterprises, intellectual property management, 
monographs, periodicals materials on the studied problems, publication on the Internet. 
Information and statistical database for the study has a data of national and international organizations. The 
methods of macroeconomic analysis, deduction and induction, methods of statistical analyze system, logical 
and comparative analysis, economic and mathematical methods, and method of experts’ evaluation were as 
methodological bases. 
Description of findings 
Despite the large number of research on the development of small and medium business, many aspects of this 
problem require in-depth system approach. The concept of the formation of an effective financial and legal 
mechanism, which is based on systemic changes to ensure the innovative development of small and medium-
sized enterprises, is not developed enough.  
At the moment, there is a need to justify the methods of coordination of public administration and internal 
capabilities of SMEs, which are aimed at sustainable and growing of end result. 
The government influence and support for the development of SMEs become of great importance. Thus, there 
is a need for creating of an effective mechanism on providing the favorable conditions in economic, political 
and social fields of SMEs activity. State policy, aimed at the development of SMEs, is characterized by two 
main directions: firstly, it is the decrease of monopoly by supporting small and medium-sized businesses; 
secondly, it is an indirect influence of the government on the development of small and medium-sized busi-
nesses at the domestic level and individual regions by means of supporting the scientific and research and 
development activities, the introduction of new forms of cooperation, the development of effective legislative 
framework, etc. Effective government support of SMEs is the most important factor of improving the com-
petitiveness and effective cooperation with foreign enterprises. 
The factors constraining the development of innovative activity of small and medium-sized enterprises are as 
follows: 
1. technological (absence of own advanced technologies of production, lack of material and technical base, 
absence of experimental facilities); 
2. economic (absence and lack of financing of innovative projects, high economic risks, absence of financing 
in small and medium-sized businesses, absence of information about new markets);  
3. professional training of personnel (absence, lack of correspondence or low level of basic training, absence 
of conditions for participation in creative scientific activity, imperfection of motivation system of profes-
sional development, absence of training centers); 
4. legal (instability of domestic legislation, limitations by tax, amortization, patent and licensing legislation, 
the vulnerability of the intellectual research results); 
5. organizational and managerial (imperfection of organizational structures, underdeveloped innovative infra-
structure, short-term period orientation, the lack of coordination of participants of the innovation process) [1].  
The determination of the correspondence between the potential of innovation and potential of the enterprise is one 
of the key problems which small and medium-sized enterprises face to. The following is conducted for this: 
➢ measurement of innovative potential of enterprise; 
➢ measurement of innovative potential of innovation; 
➢ comparison of the two types of potentials and development of the recommendations for the rational scenario 
of innovation implementation. 
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Depending on the results of comparison of the enterprise innovative potential and potential of innovations, 
one of several fundamental scenarios can be chosen: an independent implementation of innovations on the 
basis of financing scheme development, integration with large company, choosing rational time to sell the 
project. 
It is proposed to carry out the comparison of two kinds of potentials on the basis of life-cycle concept. From 
this point of view, three typical scenarios can be pointed out, each one is characterized by its approach to the 
assessment of the innovative potential: 
1. Innovative project coincides with the innovating enterprise. Life cycles of project and enterprise are identical.  
2. Existing innovative enterprise implements new innovative project as its component.  
3. Existing innovative enterprise implements new innovative project making it separate legal entity. This sce-
nario is a special case of 1 or 2 variants, depending on the specific situation, that will be discussed below. 
Scenario 1. Innovative project coincides with the innovating enterprise 
The overwhelming majority of innovative small enterprises are created in order to promote a new product in 
the market. In this case, to implement a specific innovative project, the enterprise is created “from scratch”. 
The stages of the life cycle of enterprise and project coincide. 
In this case, the assessment of innovative potential is reduced to the assessment of economic efficiency of the 
innovative project and includes the following blocks:   
1. Assessment of investment economic efficiency of the project.  
2. Assessment of risks system and uncertainties of the project. 
Scenario 2. Existing innovative enterprise implements new innovative project as its component 
Small innovative enterprise starts to seek new market sectors as sales grow and fill the primary market niche. 
The current phase of the operation of enterprise is the stage of expansion, development and growth. At this 
stage, the company makes a decision on the implementation of one or another innovative project. 
In these cases, while carrying out the assessment of the innovative potential, the project should not be viewed 
apart from the enterprise, it is important to take into account the synergistic effect of the business. Two types 
of projects can be distinguished from this point of view: (1) innovation fits very well into the business of the 
company; (2) the project provides the expansion of the field of company activity.   
Depending on the time of the carried assessment the project can be at any stage of the life cycle: 
1. The innovative project is in the starting at stage of life cycle. 
2. The innovative project is at the later stages of the life cycle, and almost is not separated from the enterprise. 
In fact, this is one of the business directions of the company operating. 
In the first case, the assessment of project efficiency and innovative activity at particular enterprise as a whole 
is carried out. The innovative potential of the enterprise consists of the potential of innovative project as such; 
preconditions which the innovating enterprise has (business potential of the company). 
Innovative project that is effective for one enterprise may turn out to be not effective for another one due to 
objective and subjective reasons. 
In the second case the integral assessment of the business potential of the company is conducted. This assess-
ment includes the following blocks: 
1. The assessment of the business potential of the company. 
2. The assessment of the business value by income method.  
3. The assessment of system of risks and uncertainties of the company.  
Scenario 3. The enterprise, acting in the growth stage, is the initiator of project 
New legal entity (spinning company) is created for its implementation. The stage of enterprise lifecycle is 
further.  
Spinning company (“Spin-off”) is a company that is firstly created at the enterprise (at scientific and research 
institute, university) as a structural subdivision but then decided to become a separate company. In this case 
an independent company is created, not the “subsidiary” one.  
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In general, the assessment methodology corresponds to scenario 1, but the potential of innovating enterprise 
of the project, as well as the feasibility of creating a new spinning company, are taken into account. The 
assessment corresponds to scenario 2 in case the separation of spinning company into an independent business 
was caused by the request of the “parent company” with purpose of its further sale.   
Determination of innovative potential consists of 4 blocks:   
1. Assessment of project efficiency provides the value determination of the investments needed to achieve 
the result; determining the range of possible financing schemes; the choice of rational scheme of financ-
ing; assessment of the financial consequences of the investment; definition of the level of standard of 
investment efficiency, the identification of the standard return period, etc. 
2. Assessment of  business potential of the company (project) includes: 
➢ Scientific potential (assessment of the scientific potential of the enterprise involves the analysis of the 
company’s ability to conduct research and development, as well as opportunities for the implementation 
of scientific research accumulated by enterprise in the market). 
➢ Market potential (analysis of market potential allows to understand whether the enterprise (project, prod-
uct) has a real chance of success, whether the product (project) corresponds to specific needs of market; 
to assess the mechanisms that transmit new technological opportunities into the market, the knowledge of 
market, where the enterprise is going to implement its idea and the ability to organize the market interac-
tions and apply the marketing tools, are extremely important factors while technology commercialization). 
➢ Production potential (assessment  of enterprise production potential implies the analysis of the available 
opportunities (rules, methods and techniques) of the embodiment of an idea (product manufacturing), or 
an assessment of the technical feasibility of bringing the idea to the stage of the product readiness for use 
or sale). 
3. Assessment of risks and uncertainties provides carrying out the calculations of change of parameters and 
indicators of project efficiency (change of enterprise value assessment) due to the risks and possible man-
agerial decisions on their reduction or accounting for uncertainties and includes the following stages: setting 
the assessment task; selection of input data combinations for assessment; search and preliminary analysis 
of possible solutions and corrective measures to minimize the damage from risks; calculation of project 
parameters and evaluation of the effectiveness at various variants of decisions and measures at all selected 
combinations of input data; analysis and choice of rational variants of the project implementation; a final 
decision making. 
4. Estimation of innovative business value is traditionally conducting by using the following three ap-
proaches: profitable, market-based and assets-based. The use of a particular approach depends on the 
following factors: nature of the business and its assets; goals of conducting the business value assessment, 
i.e. attracting investment, attracting strategic partner, the sale of intangible assets, sale of business; 
quantity and quality of data that ground each approach.  
Targeted consideration of factors of the innovative development is the decisive criterion for the success of 
small and medium-sized businesses. Taking into account all factors, it is possible during the formation of 
financial and legal mechanism of innovative development. 
Financial and legal mechanism of innovative development is the system of economic and legal relations that 
involves the flow of funds on the basis of legal relations between the state and enterprises, which are aimed 
at achieving a certain level of innovative development through the implementation of quantitative and quali-
tative transformation of the social system. 
The financial and legal mechanism of the innovative development of small and medium-sized enterprises 
includes a set of goals, ideas, tasks, tools, principles and factors of innovative development (Figure 1, see in 
Appendix). 
At the first stage, the goals of innovative development are determined. Goals may have market, production, 
organizational, economic, social and environmental nature. 
However, this goal-oriented division is conditional, because each goal has organizational components, and 
some have production and organizational at the same time, etc. Thus, the following goals of innovative de-
velopment can be determined: 
➢ market (to enter new markets, increase the share of enterprise products in the market); 
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➢ production (to increase the flexibility during the production of goods or services, to increase the capacities 
for the production of goods or the security services); 
➢ economic (to reduce labor costs, materials and energy consumption per unit of production);  
➢ organizational (to improve the quality of goods or services and reduce the time necessary for innovations 
to enter the market, improve the quality of production processes); 
➢ social (to improve health quality and level of public safety and improve the life quality of population);  
➢ environmental (to reduce the impact on the environment and reduce the emissions, etc.) [9]. 
At the second stage of the determination of the level of innovative development, the search and identification 
of innovative ideas by identifying the market opportunities, technological developments and demand trends are 
carried out as well the identification of market weaknesses. Therefore, small and medium-sized enterprises need 
the programs for the identification and information processing about the environment and economic situation. 
Also, the competitive factors are determined on the basis of which the enterprises operate. 
At the third stage the main tasks of innovative development are determined, they can be as follows: 
1. Development and implementation of new technologies, innovative products and services (the determining 
of main directions of innovative improvement and the first implementation of new technologies, products 
and services on the development of which the efforts are focused; planning and implementation of re-
search and development work, design, start of production and launching of new technologies and devices. 
2. Providing high technological level while creating new innovative products (technical re-equipment of 
production; increase of energy efficiency, labor productivity and product quality in the process of inno-
vations implementation; advanced training of personnel during innovative projects implementation). 
3. Formation of corporate mechanisms and structures that facilitate the creation and implementation of in-
novations (formulation of documents that describe and regulate the main directions of technological de-
velopment of small and medium-sized enterprises; improvement of system of information support of in-
novative activity; the formation of administrative structures responsible for technological and innovative 
development of the enterprise; the implementation of measures aimed at the expansion of scientific and 
production cooperation, including the examination of the received proposals; improvement of intellectual 
property management system). 
4. Effective cooperation with leading higher education institutions of the country (the determination of sub-
ject directions and volumes of joint research (design, technological) works; forming together with hei the 
research programs in the field of forecasting of scientific and technological development; the implemen-
tation of programs (agreed with leading hei) on the improvement of the quality of education and personnel 
training for the work at the enterprises of small and medium-sized businesses; the participation of these 
enterprises in the improving of educational program and curricula of hei; participation of employees of 
enterprises in teaching process). 
5. The use of potential of scientific organizations and development institutions (determining the priority 
directions of cooperation of small and medium-sized businesses with international scientific organiza-
tions, national research centers and regional centers of science and high technologies; formation of joint 
plans of scientific and technological activities and conducting of research to create competitive technolo-
gies and products which are the priority ones in the world market). 
6. Сommercialization of innovative activity results (providing the effective interaction with large innovative 
enterprises; effective access to new markets, including the international ones) [1]. 
The tools of financial and legal mechanism of innovative development include the means of regulation of 
innovative development. The key competencies, programs of scientific and technological development, eco-
nomic and non-economic incentives are the main ones. 
The following principles that govern the formation and success of the implementation of financial and legal 
mechanism of innovative development are distinguished. There are main principles of continuity, balance, 
complexity and acceleration. 
The principle of continuity provides the maximum reduction (elimination) of time intervals between its stages 
as well as the constant reproduction of the stages: the search for innovative ideas, their selection, research and 
development, production of industrial designs, commercialization [2]. 
The principle of balance consists in that fact that all the activities for the innovative development of small and 
medium-sized enterprises should be provided with various kinds of resources that are necessary for its imple-
mentation: financial, information, material, human [5].   
  SocioEconomic Challenges, Volume 1, Issue 1, 2017 
 65 
The principle of complexity provides that the development of the individual interconnected tasks of innovative 
development, that ensure the achievement of subgoal,  should be carried out in accordance with the general 
(common) goal of innovative development of small and medium-sized enterprises [6]. 
The principle of acceleration means fast progression of innovative changes as a result of their implementation 
into the activities of subjects of small and medium-sized businesses. 
The mechanism of innovative development operates effectively if there is a relevant support, i.e., funds that facili-
tate the normal provision of economic processes. Legal, intellectual, informational, organizational and financial 
resources are defined as the principal means of ensuring the innovative development mechanism.  
Also, the successful functioning of financial and legal mechanisms of innovative development of enterprises 
as small and medium-sized businesses requires the developed innovative infrastructure that embraces the in-
ternal and external fields of such enterprises. The internal field includes material and technical equipment, 
professional personnel, financial resources and intellectual property. The external field is represented by pro-
duction and technological, financial, information, education and expert and consulting organizations (Fig-
ure 2, see in Appendix). 
Thus, financial and legal mechanism is an integrated system of interconnected objects, tools, forms and re-
sources which provide the innovative development of small and medium-sized businesses. 
Below, there is the methodology of assessment of innovative development level of small and medium-sized 
enterprises. The factors of legal field is a distinctive feature of this methodology.   
The practical application of the methodology is carried out stage-by-stage. At the first stage, the factors that 
affect the level of innovative development of small and medium-sized enterprises and system of indicators for 
each group of factors are determined. 
To assess the level of innovative development of small and medium-sized enterprises the following groups of 
factors are determined: 
➢ Innovative resources (human potential, technologies, research system, financial resources). 
➢ Innovative potential (level of innovative intensity, the level of financial support of innovative activity). 
➢ Innovative activity (expenses for research, number of applications for patents, number of implemented 
innovations). 
➢ Forms of cooperation with the government (contractual, organizational and legal, special legal regime). 
➢ Legal and regulatory field (laws, regulations, acts, decrees, orders). 
Innovative activity is a characteristic of small and medium-sized enterprises and assessed by speed and volume 
of creation, promotion and use of innovations in business. Innovative resources are the necessary set of com-
ponents, which the enterprise should have for effective development and implementation of new technologies. 
At the second stage, there is the transition from qualitative indicators to the quantitative ones by method of 
experts evaluation, i.e., the group of experts is determined and every expert assesses the indicators of innovative 
development of particular enterprise. On the basis of questionnaires with experts’ evaluations, the quantitative 
assessments of each factor of innovative development are calculated and given on a scale from 0 to 5. 
At the third stage, five-component integral component of innovative development of small and medium-sized 
businesses on the basis of quantitative assessments of separate factors is calculated, according to the formula: 
𝑆(𝐹) = {
1, 𝑖𝑓 𝑓𝑖 ≥ 3
0, 𝑖𝑓 𝑓𝑖 < 3
                                                                                                                                       (1) 
where fi – quantitative assessment of each factor of innovative development of small and medium-sized en-
terprises.   
If value of і factor is fi ≥3, its influence on the level of innovative development of small and medium-sized 
businesses is assessed positively and if fi < 3, negatively. 
Six levels of innovative development of small and medium-sized enterprises are determined depending on 
particular combination of values of all factors of five-component indicator:   
1) if 𝑆 = 𝑆1(𝑓𝑖 = 1 ∀ 𝑖), 𝑓𝑖 = 0, 1 ∀ 𝑖, 𝑖𝜖 (1 … 5), then the level of development of  small and medium-sized 
enterprises is high; 
2) if 𝑆 =  𝑆2 (∑ 𝑓𝑖 = 4), 𝑓𝑖 = 0, 1 ∀ 𝑖, 𝑖𝜖 (1 … 5)
5
𝑖=1 ─ moderate; 
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3) if 𝑆 =  𝑆3 (∑ 𝑓𝑖 = 3), 𝑓𝑖 = 0, 1 ∀ 𝑖, 𝑖𝜖 (1 … 5)
5
𝑖=1 ─ average; 
4) if 𝑆 =  𝑆4 (∑ 𝑓𝑖 = 2), 𝑓𝑖 = 0, 1 ∀ 𝑖, 𝑖𝜖(1 … 5)
5
𝑖=1  ─ low; 
5) if 𝑆 =  𝑆5 (∑ 𝑓𝑖 = 1), 𝑓𝑖 = 0, 1 ∀ 𝑖, 𝑖𝜖 (1 … 5)
5
𝑖=1 ─ extremely low; 
6) if 𝑆 = 𝑆6(𝑓𝑖 = 0 ∀ 𝑖), 𝑓𝑖 = 0, 1 ∀ 𝑖, 𝑖𝜖 (1 … 5)─ innovative development is impossible. 
The calculation of this five-component integral indicator allows to determine the factors that directly constrain 
and reduce the level of innovative development of small and medium-sized enterprises. 
Conclusions 
The article presents the theoretical grounding of necessity for innovative development of small and medium-
sized enterprises. The main factors constraining the development of innovative activity of SMEs are deter-
mined. It is found out that for the innovative development of SMEs it is necessary to establish correspondence 
between the potential of innovation and potential of enterprise. For this purpose the following is carried out: 
the assessment of innovative potential of the enterprise; evaluation of innovative potential of innovation; com-
parison of two kinds of potentials and development of recommendations for the rational scenario of innovation 
implementation. Also, the financial and legal mechanism of innovative development of SMEs, which defines 
the main goals, ideas, tasks, tools and principles of innovative development is developed. Five factors of 
innovative development of SMEs, depending on which it is possible to define 6 levels of innovative develop-
ment of these enterprises, are determined. 
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Appendices 
 
Figure 1. The financial and legal mechanism of the level of innovative development of small and medium-sized enterprises 
 
 
Figure 2. Innovative infrastructure and means of functioning of innovative development mechanism 
